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ON THEMONEY

internal technology can track
what is happening, in as near to
real time as possible.

This is not easy. It is a
complex set of processes that
requires constant vigilance. It
must be reflected in the
corporate culture from the top
down. And it becomes more
and more complex as the size of
the organization grows. The
assumption must be that every
employee is a potential rogue
trader.

Banks are supposed to have
expertise in preserving capital
and managing risk. If they
cannot discharge those simple
duties, then perhaps they
should not be in the business of
finance. Most of all, they should
not be engaging in behavior
that puts taxpayer money at
risk.

Anyone who runs a shop that
has a proprietary trading desk
is obligated to do everything in
his power to prevent that single
employee from bringing down
the company. It’s not too hard
to see that anyone who earns a
bonus by risking the firm’s
capital is a potential disaster.

With this backdrop, how is it
that we seem to have a major

rogue trader pop up every year
or so? The simple answer is, a
rogue trader who nets massive
losses is a complete and utter
failure by the bank’s
management. UBS was unable
to track its capital on a timely
basis, as its London trader hid
losses for more than three
years. So much for real-time
supervisory tracking.

The arrest of a rogue trader is
a red flag. The discovery of the
fraud is a company admission
of being poorly managed. The
board of directors should be
holding senior management
just as responsible as the trader
for the losses. They may not
have committed the same legal
fraud — hiding the trades — but
they should be sacked for gross
dereliction of duty.

Understand what this means
within the broader context of
our financial sector’s not so
innocent foibles: Any firm that
hires “robo-signers” is just as
bad as a firm that has rogue
traders. Both actions are an
indictment, an admission of
failure and of managerial
incompetence. Each illegal act
represents a crucial failure of
risk management, of legal
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There are no rogue traders; there are only rogue banks
compliance, of the ability to do
jobs safely and within the law.

In an era of bailouts on the
backs of the taxpayer, it points
to a simple reality: Firms must
decide whether they are going
to sacrifice profit in pursuit of
safety, or sacrifice safety in
pursuit of profit. Whatever they
decide, it is not the
responsibility or obligation of
taxpayers to backstop these
choices.

Consider the choices made by
management: The collapse of
firms such as AIG, Bear Stearns
and Lehman Brothers were
caused by the same sort of poor
judgment as UBS’s $2 billion in
losses — only the rogues gallery
there included the senior-most
managers of the firms. Hank
Greenberg exhorting his staff to
focus on reusing paper clips,
while the mortgage syndication
division lost billions of dollars.
Dick Fuld surrounding himself
with yes men while the firm’s
leverage and risk exposure went
through the roof. Tom Savage,
president of AIG’s Financial
Products, calling derivative
underwriting free money.

Paul Volcker, arguably the
greatest central banker in
history, has persuasively argued
that proprietary trading should
not be part of the insured
depository banking sector. I
utterly agree with Fed governor
Thomas Hoenig, who has
described the banking sector as
“more akin to public utilities”
than independent entities.
Want to be independent to
pursue proprietary trading?
Let’s drop their FDIC insurance
and see how far their
reputations carry them.

The next crisis — the one
after the present one in Europe
— is where I expect to see the
ultimate damage wreaked by
rogue bankers.

The bailouts have created a
moral hazard, where leveraged
speculators and rogue bankers
know that the state will bail
them out. This is unacceptable.
There is no reason that
taxpayers should be responsible
for any rogues, traders or
bankers.

Perhaps UBS’s failure to
prevent this did us a favor. It
points out that Volcker is right:
Any firm that can blow itself up
should not qualify for taxpayer
guarantees. Lenders,
underwriters and mortgage
originators are in the business
of using their capital to earn a
fair return safely. That
government-backed insurance
should be available only to
depository banks, not firms
associated with speculative
traders.

Ritholtz is chief executive of
FusionIQ, a quantitative research
firm. He is the author of “Bailout
Nation” and runs a finance blog,
The Big Picture.

I n 1995, derivatives broker
Nick Leeson of Barings Bank
engaged in “unauthorized”

speculative trading. The
massive losses — 827 million
pounds — led to the collapse of
Barings, the oldest investment
house in Britain.

In 1996, another rogue,
Sumitomo Bank copper trader
Yasuo Hamanaka, lost at least
$1.8 billion. Some reports put
the true losses at $4 billion.

Then, in 2008, Jerome
Kerviel of Societe Generale lost
4.9 billion euros — about
$6.8 billion.

And just last week, UBS
suffered a $2.3 billion hit
connected to an alleged rogue
trader.

As history teaches us, there
are no rogue traders; there are
only rogue banks.

Here’s a news flash: If you
issue credit, your working
assumption must be that there
are unqualified people who will
try to borrow money from you.
It is the job of every lending
facility each and every day to
separate the qualified borrower
who has the capacity to service
that debt from the unqualified
borrowers who do not. This is
why there is no such thing as a
predatory borrower — banks
must assume that all borrowers
are predatory and protect
themselves. This is why lenders
— at least before 2002 – inquire
about income, employment
history, credit scores, other
debt, etc., before making a
mortgage loan.

Similarly, if your business
involves the use of leveraged
capital for speculation by your
employees, then it is your job to
know which, if any, of your
people are not competent. It’s a
simple mathematical fact that
some of your traders will take
losses; in some cases, enormous
but manageable losses. Your job
is to identify these people and
move them to other
professions.

There will be a small number
who will try to hide their
inabilities. Your job is to
separate the qualified from the
unqualified, to watch over the
full lot of traders and
speculators in your employ.
Toward that end, you will
establish trading limitations,
leverage constraints, risk
parameters. Traders must stay
within the limitations you
impose on them: money lines,
maximum drawdowns, loss
limits.

Thus firms that highly
leverage their capital to put it
into the hands of a few
thousand employee speculators
have a crucial job: They must
ensure that capital is being
precisely and properly
managed. They must make sure
that risk levels are tolerable,
that proper controls are in
place, that their IT systems and

UBS, 2011:
Kweku Adoboli
is accused of a
$2.3 billion
fraud.

Debt relief window is closing soon,
but don’t do anything rash just to avoid a tax bill

T he time is limited for
homeownerswhowant to
ensure they aren’t hit with

a big tax bill because they had to
walk away fromamortgage
obligation.

At the height of the housing
crisis, when foreclosures across
the country began a troubling
increase, Congress passed the
Mortgage ForgivenessDebt
Relief Act of 2007, designed to
provide at least some consolation
to folkswhohad lost their homes.

But it gets complicated.
If youborrowmoney and the

lender then cancels or forgives
thedebt, yougenerally have to
include the canceled amount as
income for taxpurposes. As the
IRS explains, youaren’t taxedon
borrowedmoneybecause you
have anobligation to repay it.
However, if thedebt iswipedout,
the lender is then required to
report the amount of canceled
debt to youand the IRSonaForm
1099-C, CancellationofDebt.

You can imagine the
frustration thatmany people
hadwith this seemingly unfair
tax rule. They had lost their
homes and then discovered in a
“you’ve-got-to-be-kidding-me”
moment that they owed taxes on
the forgiven debt.

That’s where themortgage
debt relief act comes in. It allows
people to exclude income from
the discharge of debt on their
principal place of residence. In
addition to foreclosure, debt
reduced because of amortgage
restructuring also qualifies for
relief under the new law.

As always, there’s a catch.
The law says that only debt

forgiven in calendar years 2007
through 2012 is eligible. Up to $2
million of forgiven debt qualifies
for this exclusion ($1million if
married filing separately).

To get the relief, debtmust
have been used to buy, build or
substantially improve a
principal residence and be
secured by that residence. So if
you refinanced and tookmoney
out of the house to pay off credit
card debt, youwon’t receive the
exclusion. Debt forgiven on
secondhomes, rental property,
business property, credit cards
or car loans also does not qualify
for the tax relief.

If you’re clinging to your
house but it’s looking as though
youwon’t be able to hang on, the
best time to get out fromunder
themortgage is before the sun
sets on the debt relief law. This is
particularly true if you are
thinking about a short sale.
That’s when the lender allows
the borrower to sell the house for
less thanwhat is owed. Often,
the borrower can negotiate to
have the remaining balance on
themortgage forgiven.

Some states havemade it

easier for folks to go through the
short-sale process. For example,
a new law inCalifornia says that
if lenders agree to a short sale—
whether they hold a first or
second lien— they have to
forgive all outstanding loan
balances.

The tax rule has become
particularly important asmore
homes are sold through short
sales, which accounted for 12
percent of all housing sales in the
second quarter, up from 10
percent for the sameperiod last
year, according toRealtyTrac.

However, here’s the problem if
youwait too long to start the
process: Short sales are being
dragged out formonths. Talk to
real estate professionals and
manymight suggest the term
short sale be changed to “long
sale.” I’ve seen several people
whowanted to buy a home
through a short salewalk away
because the transactionwas
moving too slowly.

Pre-foreclosures sold in the
second quarter took an average
of 245 days to sell after receiving
the initial foreclosure notice,
according toRealtyTrac.

In a survey released earlier
this year, 71.9 percent of real

estate agents interviewed
reported that a short sale could
take four to ninemonths to
complete, according to Equi-
TraxAsset Solutions, a company
that provides property
valuations. Almost 10 percent of
short-sale transactions require
more than 10months to
complete.

When agents are asked to
selectways tomake short sales
easier, 57.6 percent think lenders
shouldmove faster to close the
transactions.

A short-sale survey conducted
by the California Association of
Realtors found similar results.
More than three-fourths (77
percent) of California real estate
agents reported closing short-
sale transactions as “difficult” or
“extremely difficult,” the group
said.

You shouldn’t rush into a
short sale or let your home go to
foreclosure just to avoid a tax
debt. But the impending end of
the favorable tax rule on forgiven
mortgage debt should be one of
the things to consider if you
conclude you can’t afford to keep
your house.

Readers canwrite toMichelle
Singletary c/o TheWashington Post,
1150 15th St., NW,WashingtonD.C.
20071. Or e-mail:
singletarym@washpost.com.
Personal responsesmay not be
possible. Please also note comments
or questionsmay be used in a future
column, with thewriter’s name,
unless a specific request to do
otherwise is indicated.
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income taxes and royalties.
But unlike many oil-rich coun-

tries and states, Alaska has squir-
reledawaysomeof itsoil riches ina
tax-exempt fund for the citizens of
the state. The state channels a
quarter of its oil and gas royalty
payments to the fund. Today, the
Alaska Permanent Fund owns
shares of about 2,000 public com-
panies,domesticandinternational
bonds, a few hedge fund invest-
mentsandavast real estateempire
that includeshalfofTysonsCorner.

“Weaverage75,000peopleaday
through the [shopping] center,”
said Mike Burns, the executive di-
rectorof the fund. “I like to remind
our partners that that would be
the second-largest city inAlaska.”

At a time when most states are
scrambling to cover budget defi-
cits, Alaska and its permanent
fundareenjoyingthe fruitsofhigh
oil prices and years of prudent
investing.

This month, the fund shelled
out more than $400 million in
cash to buy a 49.5 percent stake in
the 42-story North American
headquarters of UBS on Park Ave-
nue in midtown Manhattan. Last
week, the fund announced the an-
nual dividend it will pay to every
Alaska resident this year: $1,174.

Tysons Corner Center, with
more than 2 million square feet of
space, is one of the fund’s best in-
vestments, Burns said. The Alaska
Permanent Fund’s half of the prop-
erty is worth about $800 million,
five times the initial investment.
The decision two decades ago to
move the truck port that was un-
derneath the mall and transform
that space into additional retail
addedvalue.ReplacingJ.C. Penney
with movie theaters, a food court
andnewretail space addedmore.

Now Tysons is poised to benefit
anew from the extension of the
Metro, which will stop “literally
rightatourfrontdoor,”Burnssaid.

Plans to develop homes and
turn Tysons Corner into a place
where peoplemight live as well as
shop could enhance themall.

“ ‘Live, work, play’ they call it in
real estate terms,” Burns said. But,
he added, themall’smain purpose
will always be shopping. “Periph-
eral development canenhance the
retail,” he said, but “the goose
that’s laying the golden egg is the
retail, the shopping experience.”

“It’s probably one of maybe a
handful of what they call ‘fortress
malls’ around the country,” Burns
said. “There’s really no place
around it to build a competitor.
And the demographics are just
fabulous.”

Investments pay off
The Alaska Permanent Fund

has picked up quite a few golden
eggs. During the life of the fund, it

alaska from G1 has received $15 billion from its
share of oil revenue and paid out
$19.5 billion in dividends while
buildingitsportfolioto$38billion.

As of June 30, it had a $207mil-
lion stake in Apple, about three
times its initial investment. It held
$162 million worth of Exxon Mo-
bil, 48percent over its cost. Shares
of public companies make up
36 percent of its portfolio.

Its real estate holdings arehuge
— 11 retail, 13 residential, 19 office
buildings and 11 industrial parks.
The fund owns all of the 748-unit
Bent Tree apartment complex in
Centreville and half of a Denver-
based company that owns 18,000
apartment units around the coun-
try, including the Reserve near
Tysons.

The Alaska Permanent Fund
owns only one building in Alaska:
its headquarters in Juneau.

Burns said there is no pressure
on the fund to plow more money
intoAlaska.The statute that creat-
ed the fund ordained that any
investment in Alaska must com-
pete with investments elsewhere.
Moreover, he said, the permanent
fund is so big that if it invested
even in the state’s largest city, An-
chorage, it would throw all the
property values out ofwhack.

The fund has made its share of
mistakes. It lost $10 million on a
currency trade when Lehman
Brothers went bankrupt. It
bought property in southern Ten-
nessee only to watch Arkansas of-
fer incentives for people to move
across the river. And as of June 30,
it owned $53.5 million of Bank of
America, down more than a third
from its initial investment, and
$4.4 million in the National Bank
ofGreece, downnearly half.

It stock portfolio has followed
the yo-yo market. After touching
$40 billion in early 2008, its value
plunged to$26billionatonepoint
before bouncing back.

“It’s beenabumpyroadandone
I don’t want to take again,” Burns
said.

Burns, from Illinois, moved to
Alaska in 1984 to become presi-
dent of Key Bank of Alaska. Eight
years ago, he agreed to oversee the
fund. He owns a house in Juneau,
where he can watch the cruise
ships come in.

While unusual for a U.S. state,
Alaska’s permanent fund is simi-
lar to sovereign wealth funds fu-
eled by oil and gasmoney in coun-
tries such as Norway and in the
UnitedArabEmirates’AbuDhabi.
Flush with export earnings and
foreign investment, China also
has a sovereignwealth fund.

The International Monetary
Fund has a working group to in-
crease the transparency of such
funds, and the Treasury Depart-
ment and the Alaska Permanent
Fund both send representatives.

“We really don’t have a peer
group,”Burnssaid.“We’renotapen-
sion, where there’s somebody at
your front door every month seek-
ing payment. We do pay that divi-
dendeachyeartothepeopleofAlas-
ka,but thatdividendfluctuates.”

The fund pays according to a
formula — 10.5 percent of the real-
ized income over the past five
years. That means that the rents
paid by tenants of Tysons Corner
count, but the increase in the value
of the property will not until it is
sold.

“Wepay outwhatwe can rather
thanwhatwe have to,” Burns said.
“Without that liability,wehavethe
ability to look longer-term than
most investors. It’s justahugeplus
for us.”

The flow of oil
The source of all this money,

PrudhoeBay, is starting to rundry.
That’s a problem for the United
States, which still needs oil sup-
plies, and for Alaska, which de-
pends on oil revenue. So far, high
prices have made up for the sag-
ging production levels.

“If you think back, in the early
’90s there was over 2 million bar-
rels a day coming down the pipe-
line” from Prudhoe Bay, Burns
said. “Today it’s about 650,000 a
day. So clearly we’re riding a high
price. . . . But this is very impor-
tant to the stateofAlaska. It’s their
lifeblood. We’ve got to find a way
to replace the oil in that pipeline
through new exploration and new
development.”

But for thepermanent fund, the
flow of oil is not crucial.

Burns said the fund’s share of
oil revenue last year was about
$875million.

“There’s no question that’s a lot
of money,” he said. “But our in-
come from investments was
$6.9 billion. . . . The success of the
fund has much, much more to do
with what happens onWall Street
than with what happens on the
North Slope.”

mufsons@washpost.com

Tysons Corner’s
Alaska connection
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SOCIETEGENERALE, 2008: Jerome Kerviel lost
4.9 billion euros — about $6.8 billion.

Professional
Opportunities

Be remarkable.

Software Engineer, BAE
Systems Information Solutions,
2 Massachusetts Ave., NE,
Washington D.C.: Software
Engineers are needed with an
emphasis on software design
and development using SAS
technologies. The Software
Engineer will play a responsible
role in all aspects of the
software development life cycle
stages; from requirements
gathering and analysis, through
the design, development,
implementation, and testing of
software systems. Min Reqs:
Bachelor’s degree (foreign
equivalent degrees accepted)
in CS, Engineering, IT or any
Science Degree and two years
of related experience. Must
also possess experience: 1.
developing applications in
SAS including experience with
SAS data step programming
and SAS macros; and 2.
investigating new SAS
techniques, methods, and
procedures to enhance data
capture, data processing, and
data dissemination capabilities.
Qualified applicants contact
Liz Landry, Sr. Recruiter,
BAE Systems, 4075 Wilson
Boulevard, Suite 900, Arlington,
VA 22203, with reference to
Job Code: BAESG4.


